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KEY ECONOMIC INDICATORS - PAKISTAN 
All values in millions USS Official Exchange Rate 
unless otherwise indicated Rs.9.90 = $1.00 
A B S D E 
ITEMS 1974-75 1975-76 Rate of 1976-77 Change D/B or 
Growth B/A same portion B 
INCOME/PRODUCTION 
GNP at constant 3,869 4,060 +5% NA 
(1959-60) Prices fi 

GNP at Current Prices/1 10,547 12,251 +16% NA 


Index of Agricultural 187.0 198.0/2 +5.9% NA 
Praduction (1959-60= > 
100) /1 
Index of Industrial 121.6 
Production (1969-70= 
100) /1 
Per Capita GNP (1960$) /1 56 NA 


MONEY & PRICES 
(6/27/75) (6/25/76) (2/25/77) 

Monetary Assets /3 3,764 4,680 5,444 
Interest Rate 73 9 9 9 
(Central Bank) (7/76-1/77) 
General Combined Consumer 200.0 238.4 
Price Index Numbers 

(1969-70=100) /4 (7/76-1/77) 
General Index of Whole- 351.0 
Sale Prices (1959-60= 

100) /4 
BALANCE OF PAYMENTS 


and TRADE 
ere (6/27/75) (6/25/76) (3/25/77) 


Gold and Foreign Ex- 460.4 642.2 422.3 
change Reserves /3 

Balance of Payments /5 (118.0) $1 . 
Surplus/ (Deficit) (7/76-1/77) 
Exports (FOB) /4 1,039 1,163R +11.9% 598 
Imports (CIF) /4 2,114 2,341R +10.7% 1,292 


Exports to US(FOB) /4 39 65 +66.7% 34 
Imports from US(CIF) /4 295 378 +28.1% 200 
R=Revised * Current trade figures are for 7/76-1/77) 
NOTE: All years are fiscal - July 1 thru June 30. 
SOURCES: /1l. Pakistan Economic Survey 1975-76. 
7/2. Central Statistical Office Monthly Bulletin - July-August, 1976. 
/3. State Bank of Pakistan Monthly Bulletins, Weekly Statements and 
unpublished data. 
Central Statistical Office Monthly Bulletins. Key Economic Indicators 
and unpublished data. 
State Bank of Pakistan Balance of Payments Publications. Deficit equals 
net IMF drawings plus reserve draw down. 





= 3= 


SUMMARY. Pakistan's economy continues to grow at a moderate rate with real GNP 
likely to increase by about 4 percent in FY 77. Encouraging develppments during the 
current year include a wheat crop likely to equal or exceed the previous record, the 
continued moderate rate of inflation (11%), and a promising gas and oil condensate 
strike. Key problems are continued weak performance in industry, and a substantial 
trade deficit. The government hopes for further increases in agricultural production. 
Its industrial plans emphasize fertilizer, steel, and heavy engineering. 


The public sector dominates the country's industry. It now accounts for some 70 per- 
cent of all recorded fixed investment and as public sector investment increases this 
percentage is also likely to grow. The climate for private investment is depressed, 
with the major factors being the continued weakness of the key textile industry and 
cautiousness among private entrepreneurs because of past nationalizations. 


The Bhutto Government was returned to power with a large majority in the recent 
National Assembly elections, but opposition supporters continue to protest what they 
regard as extensive rigging of the results. 


The best prospects for U.S. exporters to Pakistan are in the areas of edible oils, 
equipment supporting key industrial development projects, telecommunications equip- 
ment, hotel equipment, heavy construction equipment, and railway equipment. Over 
half of Pakistan's imports are financed by foreign aid, partly in the form of cash 
loans from OPEC countries, and partly in the form of support for special projects. 
Since much of this aid is not tied to particular suppliers, U.S. suppliers will find 
aid financing a vluable source of export opportunities. END SUMMARY. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Current Economic Conditions 


Pakistan's economy continues to experience moderate growth in real GNP, with an in- 
crease of about 4 percent expected during the current fiscal year (ending June 30, 
1977), compared with 5 percent in FY 76 and 3 percent in FY 75. Allowing for an 
estimated population increase of about 3 percent per year, this leaves room for only 
modest growth in per capita income. 


Once again, the agricultural sector, which represents about one third of GNP and 
employs nearly two thirds of the population, has had a mixed record. The wheat crop 
is likely to equal or exceed last year's record crop, and sugarcane is also signif- 
icantly higher than last year. The cotton crop, however, was at least 20 percent 
below the FY 76 crop, which itself had been considered very poor. Rice output also 
seems to have fallen slightly. 


Industrial production, accounting for some 15 percent of GNP, continues to register 
only a slight increase. The severe difficulties of the textile industry,which domin- 
ates Pakistan's industrial sector, are the key factor in this poor performance. Under 
20 percent of Pakistan's functioning textile mills showed a profit in Fy 76. The 
1973-76 world recession left most of the industry in poor financial condition, so that 
the tight cotton supplies and the much higher cost of using imported cotton have made 
it impossible for the industry to regain its international market share when demand 
did increase. 
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Pakistan's trade deficit continues to be substantial. Imports have been approx- 
imately double exports for the past two years, and the gap is expected to widen in 

FY 77, leaving a deficit of perhaps $1.4 billion. On the export side, Pakistan's non- 
traditional industrial exports, such as carpets, sports goods and surgical equipment 
have continued their rapid increase, but the poor cotton crop and a decline in rice 
production have held down Pakistan's major traditional exports. On the import side, 
Pakistan's investment plans require substantial imports of industrial machinery and 
raw materials which cannot readily be cut. 


Trade deficits of similar proportions are expected to continue for the next several 
years. Pakistan's debt burden is a severe one with outstanding debt currently equal 
to half of GNP and payments of principal and interest on medium and long term debt 
currently equal to 20 percent of Pakistan's foreign exchange earnings from exports 
and remittances. Fortunately Pakistan has been able to finance its payments gap with 
foreign aid, much of it on concessional terms. Remittances from Pakistan's workers 
Overseas also increased dramatically and may reach $450 million during the current 
fiscal year. 


Inflation continues to run at about 11 percent per year. The government believes 
that despite a substantial increase in the money supply in the past eighteen months, 
the inflation rate will not increase significantly during the next few months. 


Looking beyond the current year, prospects depend largely on the progress of the 
government's effort at agricultural and industrial development. Substantial progress 
has been made in wheat production and-if followed up by sustained efforts, may put 
the government's goal of self-sufficiency in wheat within reach. A drive to increase 
cotton and vegetable oil output is likely to be the next government priority in the 
agricultural field. In addition, Pakistan has ambitious plans for developing its 
public sector industry. Steel, nitrogenous fertilizer, and heavy engineering are 
three key sectors being developed. Investments now under way are likely to start 
coming on stream in one to two years. 


In addition, in one of the most promising developments in recent years, the Govern- 
ment of Pakistan on December 21, 1976 announced a new discovery of natural gas and 
oil condensate in the Dhodak area of Dera Ghazi Khan district. The Government of 
Pakistan estimated the probable reserves associated with this strike at 200 million 
barrels of petroleum and 4-5 trillion cubic feet of natural gas. This compares with 
Pakistan's present petroleum consumption of 20 million barrels. This discovery was 
made by the government's Oil and Gas Development Corp. Further drilling over the 
next year will be necessary in order to estimate these reserves more conclusively, 
and following this we expect the government to try to move rapidly towards develop- 
ment of this new find. 


Longer term development prospects will depend, of course, on the government's efforts 
to slow down the present 3 percent annual population increase and to improve health, 
literacy and general living conditions in the rural areas. 


Investment Picture 


The public sector accounts for some 70 percent of all recorded investment in Pakistan 
at present. Moreover, the government and public sector corporations together are 
responsible for nearly three quarters of Pakistan's imports. In the "mixed economy" 
favored by the Bhutto Government most areas of heavy industry, petroleum, chemicals 
and utilities have been concentrated in the public sector for the past several years. 
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A new nationalization order in July 1976 added the major agricultural processing 
industries - cotton ginning, rice husking and flour milling - to this list. The 
Government now states that there will be no further nationalizations during its current 
5-year term of office. The general expectation is that new large industries will be 
concentrated in the public sector from now on, although some may be established in 
collaboration with foreign investors. 


Public sector investment has increased substantially for the past two years, and we 
expect this trend to continue. The key industries being expanded are the fertilizer, 
sugar, steel, chemical and cement industries. The present investment program should 
result in a considerable increase in capacity in key public industries by Fy 1978. 


The private industrial sector is domindted by the textile industry. The increase in 
private investment during the last two fiscal years seems to have been primarily in 
the areas of farm improvement, commercial and residential construction and various 
gall industries, with private industrial investment lagging. The investment climate 
continues to be depressed. 


Pakistan's stated policy with regard to foreign investment is fairly liberal, but very 
little foreign investment has come in during recent years. The sluggish domestic in- 
vestment climate has contributed to this situation, as has the impression among 
foreign investors that the Government of Pakistan continues to regard them with sus- 
picion. However, there appear to be many Pakistani investors who would like to coll- 
aborate with foreign partners. 


Foreign Assistance 


Fortunately for Pakistan, foreign assistance for the past 2 years has equalled or 
exceeded Pakistan's trade deficit, and is likely to do so again this year. Approx- 
imately one-third of Fy 75/76 aid disbursements came from oil exporting countries. 
Most of the balance came from Pakistan's traditional donors, the U.S., the World Bank 
and its affiliated institutions, the Asian Development Bank and the Western countries 
which make up the aid to Pakistan consortium. China has also been a substantial aid 
donor. 


Political Events Affecting the Economy 


The Bhutto Government's party, the Pakistan People's Party (PPP), was returned to 
power for another 5-year term in the National Assembly elections in March 1977 with 
155 out of 200 seats. The opposition Pakistan National Alliance (PNA) won 36 seats. 
The election campaign had been a free-swinging one, with the PPP stoutly defending 
its record during the past five years and questioning the motives of the PNA as 

well as its ability to govern, while the PNA, in addition to personal attacks common 
in South Asian politics, challenged the government's record on inflation, corruption, 
nationalization and general management of the economy. 


The PNA, charging that the national election had been extensively rigged and that 
Bhutto no longer headed a legitimate government, refused to participate in the Pro- 
vincial Assembly elections held three days later, and declined to take up its seats 
in the National Assembly. In addition, PNA supporters staged demonstrations in a 
number of cities in Pakistan, notably in Karachi, Pakistan's only port and major 
industrial center, where the PNA had won 9 out of 11 seats. At the time this report 
was written, protest activity and occasional violence were continuing and many oppo- 
sition leaders had been arrested. ane 





Prime Minister Bhutto has urged the opposition to return to participation in the 
National Assembly and to have a full discussion of their problems. It is not poss- 
ible to predict at this point how the confrontation between the government and the 
opposition will bé resolved, and what the consequences will be for the smooth 
governing of the country and for the economy. 


Pakistan continues to be active on the international economic policy scene. It is 

a member of the UN Security Council, an active participant in the Conference on 
International Economic Covuperation in Paris and a leader among those developing 
countries pressing for a solution to their problems through such means as relief 

from their heavy external debt burden. Prime Minister Bhutto has called for a Summit 
Conference of Third World countries to deal with these problems. 


Relations with regional countries have stabilized. We do not expect significant 
changes in Indo=-Pakistan relations which would affect the economy to result from 

the recent Indian elections. Pakistan's relations with the Muslim countries con- 
tinue to be close and warm. The oil producing ccuntries remain a major source of 
aid and official investment, and an export market for Pakistan. In addition, re- 
mittances from workers in Iran and the oil rich Arab countries have become Pakistan's 
single largest foreign exchange earner. 


IMPLICATIONS FOR THE U.S. 


Status of US Business in Pakistan 


US equity investment in Pakistan totals almost $70 million. US firms are active in 
many different fields, but the largest concentration is in fertilizer, pharma- 
ceuticals and petroleum marketing and exploration. Investors in sectors heavily 
regulated by the government, such as energy and fertilizer, have complained of slow- 
ness in their many dealings with the Government. Nevertheless, American businesses 
in Pakistan continue to be profitable. 


A few US firms already in the Pakistan market are expanding. Exxon recently sold 
its petroleum marketing and refinery interests and is reinvesting the proceeds of 
the sale in developing a natural gas field. Agreements were recently signed for a 
major investment by a US company in the fertilizer area supported by World Bank, 
German and USAID financing. Otherwise little new investment activity by American 
firms is presently planned in Pakistan. Petroleum exploration by American and other 
foreign companies is moving slowly, despite the Dhodak strike. 


There has been some generalized interest in locating assembly or manufacturing 
plants in Pakistan, principally to supply neighboring oil countries, but we have 
seen little or no actual movement towards establishing such enterprises. 


Prespects for US Exporters 


The best prospects for US exporters to Pakistan are in the areas of edible oils, 
chemical fertilizer machinery, telecommunications equipment, port equipment, hotel 
equipment, heavy construction equipment, and cement and railway equipment. There is 
also a growing market for food processing equipment (such as sugar mills, slaughter 
house equipment, edible oil processing and wheat and rice milling equipment). There 
is also a promising market for power transmission and control equipment, secondary 
quality steel sheets, steel scrap and gas transmission equipment. Engineering and 
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consulting services will also be needed in connection with development projects. As 
the Government's effort to develop the oil strike progresses, there should be a market 
for petroleum drilling equipment. 


Foreign aid from one source or another accounts for a great deal of the investment 
planned in Pakistan over the next few years. USAID has authorized loans to support a 
malaria program and the fertilizer plant referred to above. Another fertilizer import 
loan is planned. USAID has also authorized a technical services loan, which will 
finance economic and engineering feasibility studies and consulting work by American 
and other eligible firms in connection with capital projects proposed by the Government 
of Pakistan. The actual construction work on these projects is not expected to receive 
AID financing, however. USAID's other activities are focused chiefly on agriculture, 
rural primary education, population planning and health. 


The World Bank Group has authorized loans for two fertilizer plants, two development 
banks, livestock development, improved seed production, railway improvements, electric 
power and major improvements in the Lahore water supply and drainage system. The Asian 
Development Bank (ADB) is financing two fertilizer plants, gas turbines for the Karachi 
Electric Supply Corporation, development banks, Hyderabad's water supply scheme, and 
dredging operations at the new Port Qasim near Karachi. In what is becoming a familiar 
pattern, both of the fertilizer projects include some financing from OPEC sources. A 
further ADB loan for a cement plant is under consideration. 


Projects to be financed by OPEC aid and joint ventures with OPEC country participation 
include an oil refinery, several textile plants, at least two livestock projects, two 

cement plants, and a polyester fibre plant. Some of the equipment for these projects 

will come from the United States. 


In addition, a number of Pakistani government agencies have ambitious plans outside the 
aid context. WAPDA purchases of power generation equipment should run about $15 million 
a year. Sui Pipeline Company in Karachi and Sui Northern Pipeline Company in Lahore 
will require pipes, pipeline fittings and control and measuring devices for the con- 
tinuing extension of their natural gas distribution systems. The latter is also studying 
an electronic communication and telemetering system. There may be sales opportunities 
connected with Indus Super Highway, the Chasma nuclear power complex, and the Lowari 
Tunnel. For projects like these, fast sales action when the necessary foreign exchange 
has been located may be as important to the successful sales effort as price and quality. 


Pakistan is likely to import 450,000 tons of wheat in FY 76/77, well below the amount 
imported during the previous two years. It hopes this figure will drop substantially 
again next year. A substantial proportion of this fiscal year's wheat imports are 
expected to be on concessional terms including US PL-480. Imports of vegetable oil and 
tallow are likely to remain high for several years. In coming years the U.S. will 
probably finance a substantial portion of Pakistan's vegetable oil import from PL-480. 


Because of Pakistan's difficult balance-of~payments situation and high debt service, a 
crucial element in most export sales is financing. Foreign assistance of one kind or 
another supports over half of Pakistan's imports. US suppliers are eligible to bid on 
projects financed by the US, the international development banks, and the OPEC donors. 
Together, these sources account for perhaps three fourths of Pakistan's aid. For imports 
not financed by foreign assistance, the government makes prospective importers, both 
public and private sector, look carefully at financing terms, and suppliers who cannot 
offer some form of credit may find themselves at a disadvantage even if their price is 
competitive. 


ipti i ington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
Available by subscription from the Superintendent of Documents, GPO, Was' 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, 0.C. 20230. 








